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P0|ntS operates the leading loyalty program currency exchange, located at

www.points.com. Now, consumers can
exchange their loyalty points and miles
to earn the rewards they want — faster
than ever before. Points also offers a
suite of private branded solutions

for its loyalty program partners.



More About Points International Ltd. and the Points Solutions

Points International Ltd. (herein referred to as “Points” or the “Corporations”) has developed a
proprietary technology platform that allows it to offer a portfolio of solutions, referred to as the Points
Solutions, to the loyalty program industry. The Points platform was designed to create value for
consumers and loyalty programs alike. The Points Solutions are comprised of the Points Exchange
and a suite of Private Branded Solutions available to loyalty program operators.

The Points Exchange

In April 2001, Points launched its cornerstone product, the proprietary Points Exchange. The Points
Exchange is an online service allowing consumers who are members of participating loyalty
programs to exchange their loyalty program points and/or miles between the participating loyalty
programs. The Points Exchange also serves as a central resource to help individuals track their
account balances with a number of their major loyalty programs. Management believes that the
Points Exchange is currently the only independent loyalty points exchange of its kind.

As at December 31, 2003, the Points Exchange had attracted 35 loyalty program participants (39 as
at the date hereof), including the loyalty programs of leading airlines, hotels, online businesses, retail
businesses and gift certificate programs.

Private Branded Solutions

In addition to the Points Exchange, Points offers a portfolio of Private Branded Solutions to loyalty
programs. This suite of technologies includes:

POINTSpurchase and POINTSgift - facilitates the online sale and gift of miles, points and other
loyalty program currencies.

POINTScorporate — facilitates the sale of loyalty program currencies to corporate customers.

POINTStransfer — facilitates the amalgamation or transfer of loyalty program currencies among
multiple accounts.

POINTSintegrate — functions as a common platform to process transactions between third-party

loyalty programs, 1o simplify and automate a complex and resource-intensive process with a single
integration.

POINTSelite - facilitates the online sale of tier status to members of loyalty programs.
POINTScustom — custom applications developed for select large loyalty program partners.

For more information, visit us online at www.points.com.
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The year 2003 has been an impressive one for Points — with the development of major partnerships and corporate relationships among
our most important achievements. Through 2003 and into early 2004, the Points team launched and enhanced a number of vital
relationships with the world’s leading loyalty players, including American Airlines, eBay and many others.

In addition, 2004 got off to an exciting start when, on March 11, 2004, Points announced the acquisition of the assets of MilePoint.
Through this transaction, we look forward to further developing relationships with its major loyalty program partners, including Northwest
Airlines, Delta Air Lines and Starwood Hotels & Resorts.

When MilePoint’s partners and our dynamic partner base are combined, the prospects for the suite of Points Solutions, particularly our
key focus - the Points Exchange - are truly impressive. To date, billions of points and miles have been exchanged, sold and transferred,
and we look forward to accelerating our growth through 2004 and beyond.

In 2003, Points entered into an important strategic partnership with InterActiveCorp (“IAC”), the leading online travel and retail player.
This transaction closed during the second quarter of 2003, raising $15.1 million. We believe that the relationship with 1AC gives Points
the momentum and resources to capitalize on opportunities in the growing loyalty industry. In addition, Points believes that there are
interesting revenue opportunities presented within the IAC group of companies and their numerous partners in the travel, retail, ticketing,
personals, local services and financial services. As Points builds initiatives with a number of IAC properties, the team is also in a strong
position to develop relationships with the important industry players currently partnering with IAC properties. The unique suite of Points
Solutions, combined with the strengths of the IAC group, provides a foundation for business development opportunities.

It is also important to highlight a new multi-year agreement with cornerstofie”partner the American Airlines Aadvantage program, the
world’s largest loyalty program. The additional commitment of the AAdvantage program offers significant growth potential for Points,
extending a number of existing short-term agreements through 2007, including those for the Points Exchange solution, along with other
Paints Solutions including POINTSpurchase, POINTStransfer and POINTSelite.

An exciting new relationship was commenced in 2003 with eBay, the “World's Online Marketplace™. Points invested significant resources
and effort to build and launch several critical solutions for the eBay Anything Points™ program — eBay’s new loyalty program. These
solutions, along with participation in the Points Exchange, have provided the early basis for a great long-term relationship. In fact, what
excites management about the future with eBay is that every eBay Anything Point that is exchanged, sold or earned moves through
Points’ technology platform.

During 2003, Points enhanced the points.com site to increase customer usability. The initial feedback has been very positive and
management will continue to enhance the customer experience through 2004.

While Points' board of directors has remained relatively consistent over the past few years, we had the opportunity to welcome two new
members in 2003 - Erik Blachford and Eric Korman. We would like to take this opportunity to thank Erik Blachford for his contribution to
the board of directors in the past year. Erik leaves Points to accept additional responsibilities within the JAC group of companies. We wish
Erik well in his expanded role within IAC.

Dan Marriott will be replacing Erik as one of the two board nominees from IAC. Dan, currently the Senior Vice President, Interactive
Development, at IAC brings a wealth of online experience to Points. Prior to directly joining IAC, Dan held a senior role at IAC affiliate
Ticketmaster, the world's leading ticketing company.

The Points team continues to achieve extraordinary results, capitalizing on important opportunities in a growing industry. On behalf of
the Points’ board of directors, we recognize this impressive contribution and thank all Points employees.

The year ahead holds much promise. We look forward to continued revenue growth and exciting new partnerships. Around the globe, the
opportunities for Points continue to abound.

Douglas Carty Robert MaclLean
Chairman Chief Executive Officer
April 22, 2004
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HIGHLIGHTS

April 2004

+ Starbucks, the leading retailer, roaster and brand of specialty coffee in the world, joins the Points Exchange.

+ S&H greenpoints®, the digital reincarnation of S&H Green Stamps, the most successful loyalty program in history, also joins the Points
Exchange.

* Points reaches commercial agreement with IAC affiliate Interval International.
» Launched renewal functionality on the Points Exchange including the addition of Pay with Points technology allowing members to perform
exchanges and renew their membership using loyalty miles and points.
March 2004

» Points announces and completes the acquisition of the assets of MilePoint.
» Points celebrates over 3 billion points and miles exchanged through the Points Exchange.

» Implemented large-scale, back-end architecture enhancements to the Points Exchange; setting the stage for cost effective growth, enhanced
security and future development efficiencies.
» US Airways® joins the Points Exchange.

February 2004

* Points re-launches POINTSelite solution for American Airlines.
+ Points shares graduate to trading on the TSX.

January 2004

« Points receives conditional TSX listing approval.
» Points partners with Scandinavian Airiines Systems (SAS), enabling EuroBonus members to buy points online.
» Points launches POINTSgift, the second product for Lufthansa.

December 2003

« Focused on merchandising 3,600 available exchange options with the launch of a redesigned look and feel, navigation and brand on the
Points Exchange.

» IAC affiliate ReserveAmerica joins the Points Exchange.

+ Points reaches an agreement with Hbc; Points will deliver POINTScorporate solution, powering the sale of Hbc Rewards to corporate
partners.

* New relationship between Marriott International Inc. and Points begins. Agreement allows members to exchange their loyalty program miles
and points into Marriott TravelCards(sm).

November 2003

» Points is selected by eBay as vendor for new loyalty initiative; eBay Anything Points™ “Offer Manager” powered by Points.
+ Points and Vesdia Corp. sign exclusive multi-year agreement. U.S. residents are now allowed to convert points and miles into college and
retirement savings.

» Optimized the customer experience on the Points Exchange with the implementation of a guided 3-step process for completion of
exchanges.

September 2003

* Points and American Airlines expand their relationship with a comprehensive multi-year agreement. The agreement significantly enhances
the commercial relationship for both parties.
+ Supported an enhanced member acquisition strategy with deployment of a simplified one-page enrolment process on the Points Exchange.

August 2003

+» Points and eBay execute an additional commercial agreement to enhance eBay's Anything Points™ program and select Points as the key
vendor in supplying technology and services to eBay's program. The agreement engages Points to develop and power new functionality for
eBay Anything Points that will enable sellers to offer points to buyers. The Offer Manager will allow eBay sellers to issue eBay Anything Points
to buyers who purchase their goods and services on eBay.

» Ramada® selects Points technology for its TripRewards program.

June 2003
« Points welcomes board members Erik Blachford and Eric Korman from InterActiveCorp.
May 2003
+ Implemented a major initiative to re-launch the Points Exchange with a focus on usability and functionality enhancements.
+ Points and eBay form a strategic relationship to launch eBay’s new Anything Points™ program.
April 2003 _
+ POINTSpurchase solution is launched for Lufthansa. Points welcomes this relationship with its first European partner.
+ Points and InterActiveCorp (“IAC”) close $15.1 million strategic investment. IAC acquires a 19.9% stake in Points, able to acquire 55% within
three years (as of the date hereof, approximately two years remain in the term of the warrant and the investment would require an additional
investment of $82.4 million to $91.6 million by IAC into Points).

- Spiegel Incentives joins the Points Exchange; adds new retail option.

« Points and InterContinental Hotels launch a suite of Points Solutions. Points powers the online sale of Priority Club® Rewards member
benefits, along with other enhancements.

March 2003

+ Points celebrates over a billion points and miles transacted.
« Points welcomes new board member Christopher Payne of CIBC Capital Partners.

February 2003

+ eBay enters into an agreement with Points. Points celebrates exciting new relationship, with work underway to develop a number of solutions
for eBay.
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Robert MacLean, Chief Executive Officer: Mr. MacLean has served as Chief Executive Officer of Points since February 2000, and is a member
of the Corporation’s board of directors. A founder of the organization, Rob champions the vision for this revolutionary business and directs an
exceptional team of senior managers delivering impressive results. Previously, Rob held a variety of positions with major airlines in Canada over
a 12-year period, most recently as Vice President, Sales with Canadian Airlines, with responsibility for the Canadian Plus loyalty program.

Christopher Barnard, President: Mr. Barnard serves as President of Points, and has been an officer of the Corporation since co-founding its
predecessor, Exclamation International Incorporated, in 1998. In this role, Christopher leads financing and investment initiatives for the company
and plays a key role in guiding business strategy and the development of new partnerships.

Stephen Yuzpe, Chief Financial Officer and Corporate Secretary: Mr. Yuzpe joined the Corporation’s predecessor, Exclamation International
Incorporated, in February 1999. As CFO, Stephen is responsible for managing the company’s financial well-being and guiding the growth of the
business. He plays a critical leadership role, overseeing accounting, legal, regulatory affairs, investor relations and operations for the

organization. In this capacity, he manages relationships with a number of outside professional firms, including auditors and external legal
counsel.

Darlene Higbee Clarkin, Chief Technology Officer & Vice President: Ms. Higbee Clarkin leads the ongoing development of Points web
application and partner integration and is responsible for Points’ technology planning. Darlene directs a highly skilled group of IT professionals
to integrate new partnerships, to support the Points Solutions web applications and to research and implement future development. Darlene
brings over 18 years of loyalty program and information technology experience to Points.

Grad Conn, Chief Marketing Officer: The Corporation was pleased to announce the hiring of Grad Conn, Chief Marketing Officer, in May 2004.
Grad will be responsible for building a world-class marketing organization at Points. Grad’s 20-year history in marketing includes nine years at
Procter & Gamble, and most recently as Vice President, Managing Director for Grey Direct + Interactive. Grad also has a strong entrepreneurial
background which includes CEO and Founder of OpenCola Inc., which was declared by Fortune magazine to be “one of the 25 coolest
technology companies of 2001”.

William Thompson, Senior Vice President, Partners: Bill Thompson joined Points in August 2000. Based in Dallas, Texas, he leads the business
development team and is responsible for developing and managing loyalty program relationships for all Points partners. Bill brings the depth of
more than 30 years of industry experience, and was previously a managing director with American Airlines.

Morley lvers, Vice President, Business Strategy: In the role of Vice President, Business Strategy, Mr. Ivers is responsible for developing
strategies and implementing solutions and key partnerships for many areas of the organization. Since joining the team in April 2001, Morley has
successfully identified, developed and executed a number of strategic relationships for Points, including those with eBay Inc. and Sabre Airline
Solutions. He is currently focused on establishing partnerships with industry-leading organizations in several business verticals. Mr. Ivers is a
graduate of The Richard Ivey Schoo! of Business.

Steve Ogden, Vice President, Product Development: As Vice President of Product Development and one of the original Points founders, Steve
Ogden is responsible for the design and implementation of the company’s suite of custom technology products. A strong professional asset to
Points, Steve contributes 16 years of product development, marketing, communications and loyalty program experience in the dynamic and
highly competitive airline industry.

Jerry Philip, Vice President, Business Development: Jerry Philip joined Points in March 2000 as one of the original Points founders, and holds
the position of Vice President, Business Development. A 15-year veteran of the airline industry, Mr. Philip supports business development for
Points and plays a key role in acquiring and managing partner relationships. Before joining Points, Jerry spent more than 10 years with Canadian
Airlines, most recently in the position of Manager, Incentive Programs.

Christine Vandaele, Vice President, Consumer Marketing: As the Vice President, Consumer Marketing, Ms. Vandaele is responsible for
.. strategic direction and operations in the areas of product development, direct marketing, partner marketing and public relations. Ms. Vandaele
" contributes over eight years of experience in the areas of loyalty marketing and finance, specializing in product development, pricing, financial
modeling and supplier negotiations. Prior to joining Points, she was a divisional controller at Canadian Airlines and more recently, at Points,
she headed up the business planning area. Ms. Vandaele holds an MBA from Simon Fraser University.

lain Webster, Vice President, Europe, the Middle East & Africa (U.K. subsidiary): lain Webster joined Points in June 2002, driving the expansion
of Points Solutions across key overseas markets. Based in London, England, lain works closely with Points distribution partner Sabre to
accelerate business development in these markets. lain is a highly experienced loyalty-marketing manager with a 25-year background in the
globat travel industry and new technologies.
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The following management's discussion and analysis ("MD&A") of the performance, financial condition and future prospects of
Points should be read in conjunction with the Corporation's audited consolidated financial statements (including the notes
thereon) for the year ended December 31, 2003. Further information, including Points’ Annual Information Form ("AIF") for the
year ended December 31, 2003, may be accessed at www.sedar.com. All financial data herein has been prepared in
accordance with Canadian generally accepted accounting principles ("GAAP") and all dollar amounts herein are in Canadian
dollars unless otherwise specified. This MD&A is dated as of April 22, 2004.

Forward-looking Statements

Some of the statements contained or incorporated by reference in this MD&A, including those relating to Points' strategies and
other statements that are predictive in nature, that depend upon or refer to future events or conditions, or that include words
such as "expects,” "anticipates,

[UTH

intends,” "plans,” "believes," "estimates" or similar expressions, are forward-looking
statements within the meaning of Canadian securities laws. Forward-looking statements include, without limitation, the
information concerning possible or assumed future results of operations of Points as set forth herein. These statements are

not historical facts but instead represent only Points' expectations, estimates and projections regarding future events.

The forward-looking statements contained or incorporated by reference in this MD&A are not guarantees of future performance
and involve certain risks and uncertainties that are difficult to predict. The future results and shareholder value of Points may
differ materially from those expressed in the forward-looking statements contained or incorporated by reference in this MD&A due
to, among other factors, the risks and uncertainties discussed herein, the matters set forth under "Risks and Uncertainties"
contained in Points' AlF filed with Canadian securities regulators and the factors detailed in Points’ other filings with Canadian
securities regulators, including the factors detailed in Points’ annual and interim financial statements and the notes thereto. Points
does not undertake any obligation to update or release any revisions to these forward-looking statements to reflect events or
circumstances after the date of this MD&A or to reflect the occurrence of unanticipated events, except as required by law.

Responsibility of Management

The preparation of the financial statements, including the accompanying notes, is the responsibility of management.
Management has the responsibility for selecting the accounting policies used in preparing the financial statements. in addition,
management’s judgement is required in preparing estimates contained in the financial statements.

Management acknowledges their responsibility in their letter of representation to the Corporation's Auditors, and this
responsibility is referred to in the audit opinion.

Overview of Points' Business

Core Business — Points Solutions

Points has developed a proprietary technology platform that allows it to offer a portfolio of solutions, referred to as the Points
Solutions, to the loyalty program industry. The Points platform was designed to create value for consumers and loyalty programs
alike. The Points Solutions are comprised of the Points Exchange and a suite of Private Branded Solutions available to loyalty
program operators.

The Points Exchange

In April 2001, Points launched its cornerstone product, the proprietary Points Exchange. The Points Exchange is an online

service allowing consumers who are members of participating loyalty programs to exchange their loyalty program points and/or
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Points to develop and operate a POINTScustom product, the "Offer Manager", for their EAP program. The Offer Manager
allows eBay sellers to issue EAPs to buyers who purchase their goods and services on eBay.

In March 2004, Points and eBay agreed to continue eBay's participation on the Points Exchange through at least December
2005 and eBay made Points the exclusive exchange vehicle for all airline, hotel, car rental and major online loyalty programs
participating with eBay's EAP program.

Toronto Stock Exchange Listing

On February 24, 2004, Points' Common Shares were listed for trading on the Toronto Stock Exchange under the symbol "PTS",
The Corporation's Common Shares ceased to trade on the TSX Venture Exchange at the close of trading on February 23, 2004.

MilePoint Acquisition

On March 31, 2004, Points acquired substantially all of the assets of MilePoint, Inc. ("MilePoint"), a leading loyalty program
technology and service provider (the "MilePoint Acquisition"). The MilePoint Acquisition has allowed Points to add to its partner
base relationships with Northwest Airlines, Deita Air Lines and Starwood Hotels, among others, and increase the potential of
both the Points Exchange and the Corporation's broad portfolio of Private Branded Solutions. In connection with the MilePoint
Acquisition, Points has retained for one year, as consultants, MilePoint's founders and loyalty industry veterans, Mark Lacek
and Peter Brennan.

In 2003, MilePoint had unaudited earned revenue of $2.2 million and was slightly profitable. Points expects to realize significant

operating synergies by integrating MilePoint’s products into Points' operations. Management expects that most of the synergies
will be achieved by the end of 2004.

For further information on the MilePoint Acquisition, see "Results of Operations™ below.

Revenue Recognition Policies

The revenue recognition policies for the Points Solutions are as follows:

Points Exchange:
* Revenues from transaction processing are recognized as the services are provided under the terms of related contracts.

« Membership dues received in advance for services are recognized over the term of service. Membership dues are $19.95
annually for a PointsPlus membership.

+ One-time trading fees ($5.95 per trade) are recognized at the time of the trade (for non—PointsPlus members).

« Exchange commissions are a percentage of the exchanged value.

Private Branded Solutions:
» Revenues from the sale of loyalty program points are recorded net of costs.
+ Hosting and management fees are recognized in the period of service.

« Non-refundable partner sign-up fees with no fixed term, and for which the Corporation is under no further obligations, are
recognized as revenue when received.

+ Technology design, development and maintenance revenues are recorded on a "percentage-of-completion” basis.




Key Business Drivers
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2003 2002 2001
$5,502,744 $2,308,846 $686,194
- - 112,033

355,960 59,446 207,744
$5,858,704 $2,368,392 $1,005,971

gutions accounted for approximately 94% of the revenues in 2003
gi 6% of the Corporation's revenues.

S represented approximately 61% (2002 — 77%) of the Corporation's
gpproximately 58% (2002 - 91%) of the Corporation's deposits.
customers to continue on a downward trend.

Management recognizes that the Corporation must achieve profitability through revenue growth and' cost management. By



2005, management expects that Points’ revenues will exceed its general and administrative expenses.
Revenue Growth

Revenue growth has historically been, and will continue to be, generated by growth of membership in and use of the suite of Points
Solutions products. Growth in product usage will occur from the organic growth of existing relationships, supplemented with new
business relationships established throughout the year. Management expects the existing contracts to continue to generate
growing revenues and, based on on-going business development efforts, is optimistic about new revenue sources in 2004.

oo T .

Grthh ih.USe of the Points Solutions

The suite of Points Solutions experiences revenue growth based on the number of loyalty program partners and consumer
members who participate in the various programs.

Partner Summary — Total Number of Partners® 2003 2002 2001
Points Exchange 35 25 13
Private Branded Solutions 12 6 3
Cumulative Miles Transacted (000,000's) 3,027 977 100

Notes: (1) Partners may be included in both the Private Branded Solutions and the Points Exchange.

Points Exchange Growth

Growth in the number of consumer members using the Points Exchange is driven by three factors that contribute to both
increased site traffic and the ease with which a consumer can join the Points Exchange and then conduct exchange transactions:
website usability and enhancements, marketing (awareness and brand) and partner activity. The Corporation has been focused
on website usability and other enhancements throughout 2002 and 2003. In particular, 2003 saw numerous important product
enhancements to the Points Exchange, including three version releases enhancing website usability and the addition and
implementation of email promotions, off-line databases, and message centre tools. In 2004, Points expects to release further
website enhancements and expand its marketing promotions and programs to accelerate growth of the Points Exchange.

Growth in activity on the Points Exchange is heavily affected by partner activity. The number of loyaity program participants, their
industry mix and the average ratio of loyalty currency exchanged to new loyalty currency issued (the "Trade Ratio™), which has
been steadily improving, are important elements in the growth of the Points Exchange. Points continues to focus its business
development efforts on adding the optimal partners according to size and industry to the Points Exchange, and has been and
will continue to work with existing program participants to improve the Trade Ratio. Management expects to continue to see
successes in these areas in 2004. The number of trades completed on the Points Exchange has grown year over year and
management expects this trend to continue.

Points Exchange Metrics Dec. 31, 2003 Dec. 31, 2002 Dec. 31, 2001
Total Loyalty Programs 35 25 13
Trade Ratio®” 1.68 to 1 1.94 to 1 258101
Year over Year Growth in Total Trades (%) 279 230 n/a

Notes: (1) Average rates are based on all miles and points exchanged and excludes gift certificates. The results are based on actual trades made during
the fiscal year.
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Organic Growth of Existing Points Solutions

The large majority of existing products that Points operates, including those on behalf of partner loyalty programs, continue to
grow through increased consumer awareness, consumer adoption and loyalty program growth. As Points earns transaction
fees or commissions on the majority of these products and as the products continue to grow, Points expects to continue to
derive a large portion of its revenues in this manner.

Organic growth of existing Points Solutions accounted for 66% of revenues in 2003. Revenue from organic growth grew by
150%, from $1.45 million in 2002 to $3.6 million in 2003. Management expects this trend to continue as the base of existing
products continues to grow.

New Contracted Points Solutions

Selling new Points Solutions is an important source of new revenue. New Points Solutions sold to loyalty program partners grow
the base of products being managed and therefore the organic revenue base and, in the case of sales to new loyalty program
partners, provide an opportunity to place additional Points Solutions with the same partner.

Revenue from the sale of new Points Solutions grew by 113%, from $845,000 in 2002 to $1.9 million in 2003. Revenue growth
was attributed to growth in both the number of partners participating on the Points Exchange and the number of Private Branded
Solutions placed with existing and new partners. Points sold new Private Branded Solutions products to six new loyalty program
partners in 2003, doubling its unique partnership base for the sale of these products (in particular, Points deployed three new
POINTSpurchase products, two new POINTSgift products, one POINTStransfer product, two new POINTScorporate products,
one POINTSelite product, two POINTScustom products and two new POINTSintegrate products with 14 add-on integrations).
In addition, 10 new loyalty program partners were added to the Points Exchange during 2003.

Points believes that its suite of Points Solutions is applicable to all of its large loyalty program partners and will continue to focus
business development resources on both the sale of new products to current partners and to sales to new partners.
Management is focused on expanding the Points Exchange partnership base in 2004 across various loyalty verticals. In
particular, Points will continue to focus on new partnerships in the hotel, retail, car rental, online, and financial services
categories throughout 2004.

Projected revenues for 2004 attributed to the deployment of Points Solutions to new loyalty program partners are considerably
riskier than organic growth of existing Points Solutions. Revenue growth is still substantially dependent on generating new
contracts for the purchase of Points Solutions products. While management expects continued business development success,
there is no certainty that Points will continue with its past success of acquiring new contracts with new or existing partners.

Other Factors Contributing to Revenue Growth

In addition to the sources of revenue and growth described above, three other factors contribute to the Corporation's financial
performance: interest income, fluctuations in foreign exchange rates and the growth of the loyalty program industry.

Interest Revenue

The Corporation earned interest income of $355,960 in 2003, compared with $59,446 in 2002. The major factor resulting in
higher interest income is the growth in the Corporation's cash reserves. Interest revenue is a function of the Corporation's cash
balances and the prevailing interest rates. Canadian cash reserves are invested in a combination of short-term liquid assets
and short-term bonds. The bond portfolio has a duration of less than three years and yield over 3%. Foreign currency continues




10 be invested in short-term a ts. Points’ cash and short-term investments are valued quarterly at

tHe lower of cost and market val ontinues to grow, cash reserves and related interest income are also

o be a material portion of the Corporation's revenue going forward.
e Corporation's bond portfolio is exposed to financial risk that arises

us$ Other
C$ Total Denominated  Denominated
$10,651,461 $6,938,320 534,303
41,620 n/a n/a
9,681,755 nfa n/a
$20,274,836 $6,938,320 534,303

enominations; US$ and Other Denominated cumrencies are a subset of the C$ Total
cember 31, 2003. (3) Bond yield is calculated as the simple average of the portfolio’s

s from U.S. to Canadian dollars is, and will continue to be, sensitive
'FX Rates"). Changes to FX Rates will have greater impact on the

Mately 92% of the Corporation's revenues are in U.S. dollars and the

ros. Management expects that the percentage of US dollar-based

Canadian dollars, 37% are U.S. dollar-based and 2% are based in
material foreign exchange risk with its cash expenses as it has
ations.

rengthened in 2003, which had a material, negative impact on the
ared to 2002, the Canadian-based revenue growth was reduced by
In dollar terms, Points revenue would have been approximately
d difference of approximately $655,000) had FX Rates in 2003 been
‘commitments were also reduced by 4.7% due to the strengthening
Iministrative expenses would have been approximately $8,409,000
f approximately $380,000) had FX Rates in 2003 been the same as
dollar increased Points’ net loss in 2003 by approximately $275,000

ollar terms) if the Canadian dollar continues its trend of strengthening
ts' expenses should also decrease, dampening the negative impact



U.S. - Canadian FX Rates 2003 2002 2001

Year Start 1.573 1.592 1.499
Year End 1.295 1.577 1.591
Year Average 1.401 1.570 1.549

Growth of Loyalty Program Industry

The Economist reported on the growing importance of loyalty programs in an article from its May 2, 2002 issue, entitled "Fly
me to the moon", noting that on an annual basis, airlines sold “roughly US$10 billion worth of miles to partners, such as credit
card firms”. In another article {entitled "Frequent-flyer economics,” from the same issue), The Economist reported that "frequent
flyer miles started as a marketing gimmick, but they have become a lucrative business," that "roughly half of all miles are now
earned on the ground, not in the air,” and that with "the world-wide stock of unredeemed miles . . . close to 8.5 trillion . . . the
total global stock of frequent flyer miles may now be worth almost US$500 billion”.

Management understands that members of loyalty programs are much more likely to utilize the Points Exchange and the other
products from the suite of Points Solutions when they are close to a level at which they can redeem an award. The redemption
level for an award varies by type of award (for example, a business-class flight takes more miles that an economy-class flight)
and by program type (the "cost" of a flight typically starts between 15,000 and 25,000 miles whereas a night in a hotel starts at
10,000 points). Therefore, growth in consumer loyalty program account balances will create demand for Points Solutions.
Growth in program balances is a function of the growth in the number of programs, the number of participating consumers, time
and the number of consumers moving through a loyalty redemption (for example, receiving an award of some type).

Several respected periodicals estimate strong growth in the popularity and participation in loyalty programs. For example, in
addition to The Economist, cited above, according to the "frequent flyer facts” section of the website of InsideFlyer magazine
(www.webflyer.com), a leading publication for members of frequent traveler programs.

loyalty programs grow at a rate of 11% per annum, with over 120 million members worldwide. While there are about
92 frequent flyer/guest programs in the world, American AAdvantage, the largest frequent flyer program in the world,
began with 283,000 members in 1981 and has grown to more than 45 million members.

Results of Operations — General and Administrative Expenses

General and Administrative Expenses

General and administrative expenses grew by 16% in 2003. This increase reflects the cost of expanding operations, including
the launch of a number of Private Branded Solutions to new and existing customers. The Corporation continues to make
significant expenditures for its technology, its technological expertise and its industry expertise, in order to have the appropriate
infrastructure and personnel required to deal with large, established companies. The Corporation's investment in the above
areas was critical in completing its commercial agreements with its strategic partners (for example, American Airlines, eBay and
IAC). In the past two years, there has been little inflationary pressure on costs. Management expects that, while unlikely in
2004, inflation may be a factor in 2005 and beyond. The Corporation will manage its expenses accordingly, should inflation in
technology-related costs (employment expenses, technology services, etc.) occur again, as it did in 1998 to 2000.

As the Corporation is still in the process of enhancing and maintaining its technology and increasing loyalty program
participation in and sales of the Points Solutions, significant resources continue to be required. While management has made




controlling costs a priority, costs are exp  Tisein2004 by more than the increase in 2003 over 2002, as the Corporation
continues to scale its infrasfrictare

its suite of products, move from trial/test marketing to a more
¢om5réﬁensiye marketing an the transition associated with assimilating the business of MilePoint.
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expenses are as follows:

2003 2002 2001
$5,186,899 $4,004,093 $3,132,263
803,222 1,042,427 1,279,624
386,512 120,861 872,057
1,652,838 1,773,688 884,539
$8,029,471 $6,941,069 $6,168,483

gour charges, recruiting, benefits and government charges (CPP and El}. (2) Technology
réntal, software licenses and capital lease interest expenses. (3) Other expenses include
ed: expenses, travel expenses, professional fees, insurance, office rent and expenses and

t March 31, 2004, Points had 68 full-time employees.

03 2002

% of Total Headcount % to Total
64 26 70

16 2 5

13 7 19

8 2 5

100% 37 100%
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rsion enhancements of the Points Exchange platform. Management
al:personnel in business development, marketing and the technology
se moderately relative to 2003. This increase is expected to resuit
oyees hired part way through 2003 and annual salary increases. The

n previous years.



Technology Services

Technology Services expenses increase in increments based on business growth and product performance. In general, as
loyalty program partners and products are added to the infrastructure, and transactional volume increases, additional servers,
processors, bandwidth, memory, etc. are required to provide a secure and robust production environment. The increase in 2004
will be driven by products launched, loyalty program partners acquired and the speed with which Points completes the transition
of the MilePoint business. As technology services costs are a function of the number of partners and Points Solutions products,
these costs grow proportionately to revenue growth.

Marketing and Communications

In 2003, external marketing expenditures primarily involved partner media sources (for example, in-flight magazines, e-mail and
newsletter campaigns, etc.) and/or bonus miles (from the Corporation’s prepaid miles — see "Long-term Liabilities and
Commitments" for additional information on prepaid miles) awarded for purchasing a PointsPlus membership, conducting an
exchange or entering a promotional sweepstakes. Marketing expenses associated with the sale of PointsPlus memberships
are amortized over the term of the membership, while the other marketing expenditures are recognized in the period of use.

The Corporation expects to significantly increase its marketing expenditures in the latter half of 2004, primarily focusing on
customer acquisition and retention. The marketing and branding foundation built in 2003 has made it possible to expand
audience reach and effectively execute large-scale, multi-channel promotions. Advertising expenditures will continue to be
focused on partner media as this approach dovetails with business development strategies and is the most cost-effective means
to reach Points' target audience. A smaller portion of the budget will be used for targeted non-partner advertising. It is
anticipated that marketing and communication expenses could increase substantially if the programs are successful at
customer acquisition and retention. If the programs do not meet management's expectations in driving revenue growth,
marketing expenses can be eliminated or reallocated in the short term. Management expects that the results of the carefully
planned marketing strategy will accelerate Points Exchange activity.

Results of Operations — Operating Efficiency

In 2003, the Corporation experienced 147% revenue growth, improved efficiencies in employment costs and initiated a very
targeted approach to its marketing expenditures. The Corporation’s operating ratio (defined as the ratio of general and
administrative expenses to revenues) has improved by 52% over 2002 and is expected to continue to improve in 2004. The
Corporation expects the improvement in operating efficiencies to continue through to 2005 as revenues grow and costs
stabilize, thereby achieving a ratio less than one.

Efficiency Measure 2003 2002 2001

Operating Ratio 1.4 29 6.1

Results of Operations — Non-Cash Expenses

Forward-looking statements contained in this section, “Results of Operations — Non-Cash Expenses”, with respect to future
expenses of the Corporation, are not guarantees of such future expenses and involve certain risks and uncertainties that are
difficult to predict. Any éhanges in the Corporation's amortizing assets will subsequently change the Corporation’s amortizing
expenses.




Amortization Expenses
The Corporégion rec rded am $2,877,321 in 2003, compared to $2,408,800 in 2002. The increase was

éft‘\riﬁgte ovthe'Chaif'g'eé,t)’_‘tjt

2003 2002
$531,914 $328,763
756,201 567,150
1,589,206 1,512,887
$2,877,321 $2,408,800

2003 2002 2001

$ 531,914 $ 328763 $ 246,572
$ 2,790,816 $ 410954 5§ 739717

ed and charged to income on a straight-line basis over an applicable
ccounting and other related fees incurred to obtain the financings.

ollowing financial transactions:

with the 11%, $6,000,000 senior secured convertible debenture (the

in 2003 associated with the MilePoint Acquisition. These deferred
uisition incurred in 2004 will be included as part of the costs of

2003 2002

$ 756,201 $ 567,150

$ 1320692 $ 1,946,539

} acquired in the MilePoint Acquisition.



The excess of the cost over the value attributed to the underlying net assets of the shares of Points.com acquired in 2002 is
amortized on a straight-line basis over a period of three years. Certain intangible assets (i.e., partner contracts) acquired
through the MilePoint Acquisition will be amortized commencing in 2004 (see "Commitments Related to MilePoint Acquisition”
for additional information). Goodwill related to the acquisition will not be amortized unless the assets are deemed to have
become impaired, in which case the goodwill will be written off in the appropriate period.

Amortization of Property, Plant and Equipment

2004 2003 2002
Annual amortization $ 358,585 $ 1,589,206 $ 1,512,890
Closing balance $ 1,482,951 $ 513,723 $ 1,764,199

The following initiatives in 2004 are expected to affect future period plant, property and equipment amortization expense:

a. Leasehold improvements and furniture and equipment costs are expected 1o increase by approximately $517,800 as a resuit
of the move to a new facility.

b. Technology costs are expected 1o increase by approximately $811,000 as a result of the MilePoint Acquisition and organic
growth of the Corporation's existing products.

Other Non-Cash Expenses

Interest on Convertible Debenture

Accrued interest on any principal amount of the Debenture that is converted into common shares ceases to be payable. In
addition, in the event that an exercise of the Warrants (as defined in "Liquidity — IAC Investment” below) results in a change of
control of Points, accrued interest on the Debenture will be waived and the principal amount of the Debenture will be repayable
within 30 days. See "Commitments Related to the Terms of Certain Financing Arrangements” below.

Interest on the outstanding principal amount of the Debenture accrues at a rate of 11% per annum. Interest compounds on an
annual basis on the day immediately prior to each anniversary of the original issue date, being March 15, 2001. Thereafter,
interest accrues on such compounded interest at the rate of 11% per annum.

2008 2007 2006 2005 2004 2003 2002 2001
Accrued Interest
($000's) 257 1,209 1,089 981 884 854 660 522
Debenture Value
($000's) 12,457 12,200 10,991 9,902 © 8,920 8,036 7,183 6,522

Interest on the Series Two Preferred Share

2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 2003

Accrued Interest
{($000's) 244 868 868 868 868 868 868 868 868 868 624

Series Two Preferred
Share Value ($000,000's) 21.1 20.9 20.0 19.1 18.2 17.4 16.5 15.6 14.8 139 130



Results of Operation:

N et_L'-:o‘»ss' :

‘basis of the weighted average number of outstanding Common Shares
scember 31, 2003, compared with 51,656,033 shares at December

refore, in accordance with Canadian generally accepted accounting
e fully diluted calculation for both fiscal 2003 and 2002 would have

enerate sufficient cash (or cash equivalents) to meet its obligations
ovide management with a test of the Corporation's current liquidity.
receivable and accounts payable. Earnings before interest, taxes,
tor of the change in the liquidity of Points' operations over a defined

SR

contracts to its portfolio of Private Branded Solutions and to the Points
eased liquidity.

nd Other Deductions

rtization and other deductions ("EBITDA") as an internal measure.
cial benchmark for its shareholders because it is a recognizable and
or growth, and is a standard often scrutinized by investors in small to
ration has incurred large non-cash expenses (depreciation and
ort the financial and strategic gains the Corporation has made.
EBITDA in 2005.



For the year ending December 31, 2003, the Corporation's EBITDA was ($2,170,767), compared with ($4,572,777) for 2002.
The decrease in the ioss was related to the growth of revenues, partially offset by a smaller increase in the management of
general and administrative expenses, each as discussed herein.

{AC Investment

The following is a general summary of the terms of the IAC Investment. More comprehensive disclosure of the IAC Investment
is contained in Points' Material Change Report dated March 21, 2003, which is hereby incorporated by reference. See also
"Commitments Related to the Terms of Certain Financing Arrangements”" below.

Under the IAC Investment, Points issued one convertible preferred share (the "Series Two Preferred Share”) and Common
Share purchase warrants (the "Warrants”) for aggregate cash consideration of $12.4 million and $2.7 million, respectively.
Based on Points' capitalization as at the date hereof, the Series Two Preferred Share is convertible, for no additional
consideration, into 21,868,750 Common Shares. The Warrants are exercisable for three years from their date of issue (April
11, 2003) to acquire up to 55% of the Common Shares of Points (calculated on an adjusted fully diluted basis) less the number
of Common Shares issued or issuable on conversion of the Series Two Preferred Share. As at the date hereof and based on
Points’ current capitalization, the Warrants are exercisableMo acquire 80,743,867 Common Shares at an effective price per
Common Share of $1.02 between April 11, 2004 and.April 10, 2005 and $1.13 between April 11, 2005 and April 10, 2006
(resulting in an additional investment by IAC in Points, if exercised in full and depending on the year of exercise, of up to
approximately $82.4 million or $91.6 million). Each of the Series Two Preferred Share and the Warrants contain anti-dilution
protection provisions.

Cash and Current Assets

At December 31, 2003, the Corporation had a consolidated cash position of $20,274,836, compared with $7,341,700 at
December 31, 2002. Current assets at December 31, 2003 were $22,104,427, compared with $8,266,699 at
December 31, 2002.

2003 2002 2001

Current assets $ 22,104,427 $8,266,699 $3,568,458

Cash increased by $12,933,136 in 2003 over 2002. The primary reason for this increase in cash was the $15.1 million
investment by IAC. This transaction was a one-time event and Points does not expect to raise capital again in this fashion. In
addition, the growing operations of Points, including the number of new partners and Points Solutions contracted, increased
cash (and, to a lesser extent, deposits). Management expects Points to continue to generate increasing amounts of cash
through operations in 2004.

2003 2002 2001

Cash and short-term investments $20,274,836 $7,341,700 $2,894,380

Cash From Exercise of Certain Warrants and Options

Certain "in-the-money" warrants and options are due to expire in 2004 and in the first quarter of 2005. Assuming that the market
price of the Common Shares remains above the exercise price of these securities, management expects the securities to be
exercised. If exercised in full, the proceeds from the exercise of these securities will increase cash by approximately $1.65
million — assuming the exercise in full of these securities, issued and outstanding Common Shares will increase by over 10
million shares.




Exercise / Conversion  Proceeds Upon

Number Price Exercise
2,500 $0.28 $700
88,525 $0.25 $22,131
2,229,481 $0.25 $557,370
1,752,000 $0.50 $876,000
201,400 $0.50 $100,700
641,501 Fair Market Value $14,091
5,455,288 Fair Market Value $80,059
10,370,695 $1,651,051

flect December Points Solutions revenues, account for, on average,
counts receivable to grow proportionately with growth in revenues.
%

based on the structure and nature of the Corporation's cash flows.

2003 2002 2001

$1,004,370 $267,632 $103,180

be sufficient to meet liabilities as they come due.

nt liabilities) has reversed from a negative position in 2002 to
nt and growth of the Corporation’s revenues. Management expects
lyin 2004. As revenues increase, the Corporation expects cash and
d, the Corporation achieves operating profitability in 2005, working

Il take the necessary actions to ensure that its current assets are



Property, Plant and Equipment

The Corporation reported a decrease in property, plant and equipment to $513,723 at December 31, 2003, from $1,764,199 at
December 31, 2002. The decrease was related to the amortization of property, plant and equipment during the year. Technology
costs under capital lease are depreciated on a straight-line basis over three years. These costs account for 58% of gross
property, plant and equipment costs in 2003. The Corporation's technology costs are currently, and are expected to remain,
below industry averages as a result of prudent cost containment initiatives.

The carrying amount of existing property, plant and equipment will continue to decrease in 2004. However, leasehold
improvements at the Corporation's new facility will increase property, plant and equipment and the comresponding amortization
in 2004 and beyond.

Property, Plant and Equipment (net carrying amount)

2003 2002 2001
Furniture and equipment $124,868 $139,523 $172,186
Computer equipment 206,494 98,013 140,018
Software 105,762 134,300 218,497
Technology costs 23,782 317,361 597,575
Technology costs under capital lease - 989,898 1,979,793
Leasehold improvements 52,817 85,104 123,466
Total Plant, Property and Equipment $513,723 $1,764,199 $3,231,535

Goodwill

2003 2002 2001

Goodwili and Other Intangibles™ $1,320,692 $1,946,539 $120,312

Note: (1} On February 8, 2002, the Corporation completed a restructuring in which it acquired the 5% interest in its subsidiary Points.com that it did not already
own, and discontinued all of its other operations. To acquire the remaining shares and outstanding broker warrants of Points.com, the Corporation issued
7,286,160 Common Shares, valued at $1,821,540 and 4,446,453 share purchase warrants with an exercise price of $0.25, valued at $331,512. An additional
595,667 share purchase warrants with an exercise price of $0.25, valued at $37,825, were issued to acquire existing warrants of Points.com and an additional
250,000 common shares, valued at $62,500, were issued to CIBC Capital Partners as a restructuring fee in connection with the restructuring of the Debenture.
Legal fees of $139,750 were incurred with respect 1o the restructuring. The total consideration in the restructuring was $2,393,127, of which $134,524 was
allocated to non-controlling interests and $2,258,603 to the cost of acquired technology.

Subsequent to the 2003 year-end, the Corporation completed the MilePoint Acquisition with $3,725,000 to be allocated to
amortizing intangible assets and $3,775,000 to {non-amortizing) goodwill. In accordance with CICA handbook, Section 3062,
goodwill will not be expensed unless it is deemed to have become impaired. Management has tested, and concluded, that none
of the Corporation's goodwill has become impaired.

Current Liabilities

Current liabilities at December 31, 2003 were $11,643,245, compared with $10,371,715 at December 31, 2002. The increase
was related to increased deposits, accounts payable and deferred revenue (membership fees received in-advance for services
to be provided over a future period are recorded as deferred revenue and recognized as revenue evenly over the term of
service).




Through afrangements with 't ch as those for POINTSpurchase and POINTScorporate solutions,

Points processés'tra' _yséétionfs loyalty currencies and collects the funds on behalf of the loyalty

o i

oyalty program points, net of the commissions earned, are included
The level of deposits is influenced by partner activity and trends in
poration's deposits increase. The Corporation expects deposits to
artners, establishes new partner relatiohships and integrates the

e any hedging or other strategies involving interest rate or currency

2003 2002 2001

$ 1,187,598 $ 1,017,955 $ 486,605
10,455,646 8,946,631 2,096,865

- $ 407,128 $ 736,749

ue by Period (aggregate amount for multi-year periods) (000’s)

2008 2007 2006 2005 2004

$6,257.2 $1,209.0 $1,089.2 $981.2 $884.0

868.0 868.0 868.0 868.0 868.0
107.4 395.6 395.6 436.9 1,140.4
2994 1,365.8 1,025.4 748.2 535.4

400.0 842.0 3,177.5

$7,531.9 $3,838.4 $3,778.2 $3,876.3  $6,605.3
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Elements of the foregoing table are explained in more detail in the following sections.

Commitments Related to the Terms of Certain Financing Arrangements

Background

On March 15, 2001, Points issued to CIBC Capital Partners, a division of Canadian imperial Bank of Commerce ("CIBC Capital
Partners"), the 11% $6,000,000 Debenture, which was amended and restated on February 8, 2002 and further amended
effective April 11, 2003. The full principal amount of the Debenture was set to mature on March 15, 2004. However, in
December 2003, CIBC Capital Partners exercised its right to extend the maturity date until March 15, 2005. CIBC Capital
Partners has the option to extend the maturity date from March 15, 2005 for up to three more one-year extensions. Accrued
interest on the Debenture as of December 31, 2003 is $2,036,372 and is included with the Debenture in long-term debt as a
non-current liability in the consolidated balance sheet.

The $6,000,000 principal amount of the Debenture is convertible at the option of CIBC Capital Partners into up to 18,908,070
Common Shares. Accrued interest on any principal amount as converted ceases to be payable. The Debenture will also
automatically convert in full into Common Shares immediately preceding certain liquidity events. The Debenture contains
certain negative covenants in favour of CIBC Capital Partners.

As part of the reorganization of Points completed on February 8, 2002, Points issued to CIBC Capital Partners one preference
share (the "Series One Preferred Share”). The holder of the Series One Preferred Share is entitled to a dividend (the
"Dividend") in the event that, prior to an automatic conversion of the Debenture, (i) there is a merger or consolidation of Points
(or a subsidiary of Points which owns all or substantially all of the assets of Points) with another corporation where, following
such event, the shareholders of Points will not hold at least a majority of the voting power of the survivingfacquiring corporation,
(i) any person (other than CIBC Capital Partners) or persons acting jointly or in concert acquire 50% voting control or 50% of
the equity of Points (a "Change of Control"}, or {iii) there is a sale of all or substantially all of the assets of Points. The Dividend
is approximately equal to $4,000,000 plus an amount calculated on the basis of a notional dissolution of the Corporation where
the holder of the Series One Preferred Share is entitled to share pro rata (on the basis that the Series One Preferred Share
represents that number of Common Shares into which the Debenture is then convertible) with the holders of all other
participating shares in distributions from the assets of Points and assuming, for this purpose, that the value of the assets of
Points available for distribution on this notional dissolution is the value attributable to the equity of Points implied by the
transaction giving rise to the dividend event, as adjusted for the value of non Common Shére equity not valued in the transaction
giving rise to the Dividend. In no event may the Dividend exceed $24,000,000. Where an event occurs giving rise to the
Dividend, CIBC Capital Partners is entitled to accelerate all amounts owing under the Debenture.

In connection with the IAC Investment, the Debenture was amended such that (i) the Debenture is repayable (without accrued
interest, the repayment of which is waived) by Points within 30 days of a Change of Control of Points resulting from the exercise
of the Warrants and (ii) the Debenture is not convertible for so long as the Warrants are outstanding and will not be convertible
after the Warrants are exercised if the Debenture is repaid within 30 days of the Change in Control resulting from the exercise
of the Warrants. Points and CIBC Capital Partners also acknowledged, in connection with the IAC Investment, that in the event
of the exercise of the Warrants resulting in a Change of Control, the application of the terms of the Series One Preferred Share
in that situation results in the Dividend equalling the lesser of (i) $24,000,000 and (i) $4,000,000 plus the number of Common

" Shares into which the Debenture is then convertible, multiplied by the exercise price paid per Common Share on the exercise
of the Warrants. Points has agreed that, within 30 days of the exercise of the Warrants in full, it will pay all amounts owing under
the Debenture and the Series One Preferred Share. Except in connection with the exercise of the Warrants by IAC, Points is
not entitled to pre-pay the Debenture.
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Partner Purchase Commitments™

2008 2007 2006 2005 2004
Mileage/ Point Purchase
Commitments $278,339 $990,369 $727,673 $536,180 $3986,471
Marketing Commitments 21,037 375,434 297,758 211,991 138,914
Total Partner Purchase
Commitments $299,376 $1,365,803 $1,025,431 $748,171 $535,385

Note: (1) U.S. dollar commitments have been converted at the year-end exchange rate of US$1 = C$1.2946.

As part of the contractual requirements of certain commercial agreements, Points has committed to purchase miles and points
from partners at predetermined rates. When purchased, the miles are recorded as an asset (i.e., prepaid expense) until
expensed as marketing expenditures in the period of use.

A large portion of the current prepaids and sundry assets of the Corporation include prepaid mileage commitments purchased
from the Corporation's partners. The percent of prepaids and sundry assets as a percentage of annual revenues has declined
from 57% in 2001 to 14% in 2003. It is expected that this percentage will level off as the Corporation continues to offer
incentives and other marketing programs. While prepaid miles may remain the same or lower as an overall percentage of

prepaids and sundry assets, management expects the prepaid miles account to increase as a result of the mileage purchase
commitments from various partners.

2003 2002 2001
Prepaid mileage $516,651 $313,454 $35,000
Sundry assets 308,570 343,913 535,899
Total $825,221 $657,367 $570,899

Commitments Related to MilePoint Acquisition

On March 31, 2004 Points completed the MilePoint Acquisition. The purchase price for the assets of MilePoint was $7.5 million
and was satisfied through a combination of $3.5 million in cash and four million Common Shares (worth approximately $4
million). An initial $1.9 million was paid in cash on closing, with the balance payable semi-annually over two years. The four
million shares were issued into escrow on closing and will be released to MilePoint in four unequal tranches over two years.
Fees incurred in the transaction, estimated at $200,000, have been capitalized as goodwill.

In 2003, MilePoint earned revenue of $2.2 million (unaudited) and was slightly profitable. Points expects to realize significant
operating synergies by integrating MilePoint’s products into Points’ operations. Management expects that most of the synergies
will be achieved by the end of 2004.

Points’ business objective in acquiring the assets of MilePoint was to increase its volume of business at minimal additional costs
outside of the purchase price and transition costs. Management expects that the acquisition will increase revenues and,
including all amortizations, be accretive to net income by the end of 2004. It is expected that the revenue/cash flow from the

acquired assets will be sufficient to pay the cash portion of the purchase price over the 24-month period following the
acquisition.
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The Corporation's lease on its current premises will expire in February 2005. The Corporation has signed a 45-month sublease
agreement and will move to significantly larger facilities in the second quarter of 2004 to accommodate the increase in
employees. In 2004, the Corporation will be paying approximately $240,000 for its current office facilities and $104,000 for its
new office facilities. Property lease costs are outlined in the table below. Management is seeking a sublet arrangement for the
remaining duration of its Ieaée at its current location, which expires in February 2005.

The projected figures do not include leasehold improvement amounts for Points' new facilities. Leasehold improvements for the
new facilities are included in 2004 capital expenditures (see "Planned Capital Expenditures” below). The operating leases
primarily relate to specific office technology and technology service commitments.

Capital Leases

2003 2002 2001
Current portion of obligation under capital leases - $407,128 $736,749
Operating Leases
2008 2007 2006 2005 2004
Property Lease $96,075" $384,300 $384,300 $402,911 $344,228
Technology Services Commitments 11,287 11,287 11,287 34,051 796,189
Operating Lease Commitments $107,362 $395,587 $395,587 $436,962 $1,140,417

Note: (1) Commitment ends February 28, 2008.

Capital Resources

Planned Capital Expenditures

In 2003, the Corporation purchased new equipment to allocate to new and existing partners and products. Approximately 91%
of the Corporation's gross capital expenditure costs are technology (hardware and software) related.

2004 2003 2002 2001
Leasehold Improvements $516,800 $20,794 $1,973 $84,105
Computer Hardware and Software 811,013 317,936 43,578 1,241,381
Total Capital Expenditures $ 1,327,813 $338,730 $45,551 $1,325,486

In 2004, the Corporation will incur significant costs in connection with its move to new facilities in the second quarter of 2004.
Management expects that leasehold improvements and furniture for the new premises will cost approximately $516,800.

The Corporation expects to increase its capital expenditures related to computer hardware and software to approximately
$811,000; a 255% increase over 2003. Expected software expenditures include: licenses ($225,000), marketing tools
($135,000), upgrades to internal reporting tools ($215,000) and development tools ($60,000). Management believes that the
hardware and software capital expenditures are necessary to keep the development of the Corporation’s primary technology
assets in line with industry standards.

Management expects to fund 2004 capital expenditures from its working capital.
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. Selected Financial Results and Highlights

(Prior years restated to reflect the 2002 restructuring)

Income Statement Year ended December 31

2003 2002 2001
Revenue $5,858,704 $2,368,292 $1,005,971
General and administrative expenses 8,029,471 6,941,069 6,168,483

Loss before interest, amortization
and other deductions (2,170,767) (4,572,777) (5,162,512)

Income (loss) before discontinued operations
and extraordinary items (6,536,191) (7,691,648) (7,365,633)

Net income (loss) per share — before discontinued
operations and extraordinary items

- basic (0.11) (0.15) (0.24)
- fully diluted n/a n/a. n/a
Net income (loss) (6,536,191) (7,807,378) (11,199,492)

Net income (loss) per share

‘ ; - basic (0.11) (0.15) (0.36)

- fully diluted n/a n/a nfa

Note: (1) In 2001, prior to restructuring, a subsidiary of the Corporation recognized revenues of $89,035 attributed to "appreciation on dilution of
investment” and $22,998 attributed to "consulting”.

Balance Sheet As at December 31

2003 2002 2001
Cash and short-term investments $20,274,836 $7,341,700 $2,894,380
Total assets™ 27,481,286 13,140,020 8,421,152
Long-term liabilities 21,060,850 7,182,500 6,962,198

CASH DIVIDENDS DECLARED - PER SHARE - - -

SHAREHOLDERS EQUITY

- warrants 2,785,737 425,588 -
- capital stock 17,728,461 14,361,033 9,532,173
- retained earnings (25,737,007) (19,200,816) (11,393,438)
Total ($5,222,809}) ($4,414,195) ($1,861,265)

Note: (1) Financial results from minority holdings are not consolidated into the Corporation's consolidated financial statements, as the Corporation does not

‘ exercise control in these entities. %



Q3 Q2 Q1

$1,647,566 $1,457,568 $1,304,192
2,160,978 1,710,455 1,506,721
(513,412) (252,887) (202,529)

(1,628,391) (1,283,337) (1,018,489)

(0.03) (0.02) (0.02)
(1,628,391) (1,283,337) (1,018,489)

(0.03) (0.02) (0.02)

Qs Q2 Q1

$21,833,287 $24,396,879 $10,470,735

29,456,797 30,507,645 16,144,871
20,484,978 20,102,978 7,347,500

2,785,737 2,805,308 390,573
17,726,761 15,371,255 14,549,703

(23,131,032) (21,502,641) (20,219,305)

(52,618,534)  ($3,326,078)  ($5,279,029)

into the Corporation's consolidated financial statements, as the Corporation does not




. 2002 Income Statement

Q4 Q3 Q2 Q1
Revenue $911,940 $729,467 $427,534 $299,351
General and administrative 1,772,433 1,656,786 2,044,452 1,467,398
Operating Loss — before interest,
amortization and other deductions (860,493) (927,319) (1,616,918) (1,168,047)
Income (loss) before discontinued
operations and extraordinary items. (1,762,215) (1,725,072) (2,390,069) (1,814,292)
Net income (loss) per share
- continuing operations (0.03) (0.03) (0.05) (0.04)
Net income (loss) (1,762,000) (1,725,072)) (2,390,069) (1,930,237)
Net income (loss) per share (0.03) (0.03) (0.05) (0.04)
2002 Balance Sheet
Q4 Q3 Q2 Q1
Cash and short-term investments $7,341,700 $4,424,308 $4,985,387 $5,341,778
‘ Total assets™ 13,140,020 10,864,170 11,370,933 12,380,615
Long-term liabilities 7,182,500 7,017,500 6,856,810 6,780,292
CASH DIVIDENDS DECLARED
- PER SHARE - - - -
SHAREHOLDERS EQUITY
- warrants 425,588 425,588 - -
- capital stock 14,361,033 14,362,084 14,213,686 14,337,092
- retained earnings (19,200,816) (17,438,815) (15,713,743) (13,323,674)
Total ($4,414,195) ($2,651,143) {$1,500,057) $1,013,418

Note: (1) Financial results from minority holdings are not consolidated into the Corporation's consolidated financial statements, as the Corporation does not
exercise control in these entities.
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Management has prepared the information contained in the financial statements and in the Annual Report. Some
numbers presented in the financial statements are based on estimates and judgments; the integrity and fairness
of this information is the responsibility of management. The company has prepared the financial statements
according to Canadian generally accepted accounting principles. All of the information throughout the Annual
Report is consistent with the financial statements.

The company maintains internal control, accounting and administrative procedures to provide reasonable
assurance that the financial information is relevant, reliable, accurate and fairly presented.

The Board of Directors is responsible for governance and fair presentation of the financial statements. The Board
of Directors accepts this charge and carries out this responsibility primarily through its audit committee.

The Board of Directors appoints the audit committee. All members of the audit committee are outside directors.
The committee met with management and auditors before approving the financial statements. The audit committee
reports its findings to the Board of Directors and recommends approval of the financial statements by the Board of
Directors.

The company’s external auditors, Mintz & Partners LLP, have conducted an independent audit of the financial
statements in accordance with Canadian generally accepted auditing standards. The external auditors had full and
unrestricted access to the audit committee and management. Management acknowledges their responsibility in
their letter of representation to the Corporation’s Auditors and to the Corporation’s board of directors. This
responsibility is referrgd to in the audit opinion.

Robert MacLean * Stephen Yuzpe
Chief Executive Officer Chief Financial Officer

Points International Ltd.
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To the Shareholders of Points International Ltd.,

We have audited the consolidated balance sheets of Points International Ltd. as at December 31, 2003 and 2002 and
the consolidated statements of operations and deficit and cash flows for the years then ended. These consolidated
financial statements are the responsibility of the corporation’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audit.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards reguire
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the
corporation as at December 31, 2003 and 2002 and the results of its operations and its cash flows for the years then
ended in accordance with Canadian generally accepted accounting principles.

CHARTERED ACCOUNTANTS

Toronto, Ontario
March 4, 2004




2003 2002

$ 20,274,836 $ 7,341,700
1,004,370 267,632
825,221 657,367
22,104,427 8,266,699
161,629 161,629
513,723 1,764,199
1,320,692 1,946,539
590,000 590,000

2,790,816 410,954

$ 27,481,286 $ 13,140,020




POINTS INTERNATIONAL LTD.
CONSOLIDATED BALANCE SHEETS

AS AT DECEMBER 31 2003 2002
L1IABILITIES
CURRENT
Accounts payable and accrued liabilities $ 1,187,598 $ 1,017,955
Deposits 10,455,646 8,946,631
Current portion of obligation under capital leases - 407,128
11,643,245 10,371,715
CONVERTIBLE DEBENTURE (Note 7) 8,036,372 7,182,500
CONVERTIBLE PREFERRED SHARES (Note 8) 13,024,478 -
32,704,095 17,554,215
SHAREHOLDERS EQUITY
CAPITAL STOCK (Note 9) 17,728,461 14,361,033
WARRANTS (Note 10} 2,785,737 425,588
DEFICIT (25,737,007) (19,200,816)
(5,222,809) (4.414,195)
$

$ 27,481,286

13,140,020




POINTS INTERNATIONZ
CONSOLIDATED STATEMEN

RATIONS AND DEFICIT

AT:DE

GCEMBER 31

2003 2002

$ 5,502,744 $ 2,308,846

365,960 59,446

5,858,704 2,368,292

8,029,471 6,941,069

(2,170,767) (4,572,777)

853,872 660,000

624,478 -

9,753 50,071

2,877,321 2,408,800

4,365,424 3,118,871

(6,536,191) (7,691,648)

- (115,730)

(6,536,191) (7,807,378)

(19,200,816) (11,393,438)

$ - (25,737,007) $ (19,200,816

$ (0.11) $ (0.15)
$

{0.11) $ {0.15)




POINTS INTERNATIONAL LTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS

AS AT DECEMBER 31 2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss from continuing operations $ (6,536,191) ‘ $ (7,691,648)
ltems not affecting cash
Amortization of property, plant and equipment 1,589,206 1,512,887
Amortization of deferred costs 531,914 328,763
Amortization — acquired technology 756,201 567,150
Shares issued in exchange for services - 366,379
Warrants issued in exchange for services - 2,775
Interest on Series Two Preferred Share 624,478 -
Interest accrued on convertible debenture 853,872 ' 660,000
(2,180,520) (4,253,694)
Changes in non-cash balances related to operations (Note 12 (a)) 774,066 7,130,198
CASH FLOWS PROVIDED BY (USED IN} OPERATING ACTIVITIES (1,406,454) 2,876,504

CASH FLOWS FROM INVESTING ACTIVITIES

Repayment of loans receivable from

significantly influenced companies - 19,500
Purchase of property, plant and equipment, net of proceeds (338,730) (45,551)
Purchase of intangible assets (130,353) (144,774)
Fees paid on acquisition (Note 13) - (139,750)
CASH FLOWS USED IN INVESTING ACTIVITIES (469,083) (310,575)
CASH FLOWS FROM FINANCING ACTIVITIES
Deferred financing costs (3,039,774) -
Repayment of obligations under capital leases {407,128) (634,795)
Issuance of warrants g 2,700,000 -
Issuance of Series Two Preferred Share 12,400,000 -
Issuance of capital stock, net of share issue costs 3,155,575 2,631,916
CASH FLOWS PROVIDED BY FINANCING ACTIVITIES 14,808,673 1,997,121
INCREASE IN CASH FROM CONTINUING ACTIVITIES 12,933,136 4,563,050
CASH FLOWS USED IN DISCONTINUED OPERATIONS - (115,730)
INCREASE IN CASH FROM ALL ACTIVITIES 12,933,136 4,447,320
CASH AND CASH EQUIVALENTS - Beginning of year 7,341,700 2,894,380

CASH AND CASH EQUIVALENTS - End of year $ 20,274,836 $ 7,341,700
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d)

e)

9)

Property, plant and equipment

Property, plant and equipment are recorded at cost less accumulated amortization. Rates and basis of amortization applied by

the Corporation to write off the cost of the property, plant and equipment over their estimated useful lives are as follows:

Furniture and equipment 20% declining balance basis
C'omputer equipment 30% declining balance basis
Software 30% straight-line basis
Technology costs straight-line over 3 years
Technology costs under capital lease straight-line over 3 years
Leasehold improvements straight-line over 5 years

Intangible assets

Effective January 1, 2002, the Corporation adopted Section 3062 ("Goodwill and Other Intangible Assets") of the C..C.A.
Handbook. The effect of this was to reclassify $50,000 of goodwill, representing the value of the public listing, to intangible

assets. Since the public listing has an indefinite life, no further amortization will be recorded.

Patents will be amortized over the remaining life of the patent commencing when the patents have been granted. The remaining
life of the patent is determined as 20 years less the time between the date of filing and the patent grant date. Registered
trademarks have an indefinite life and will not be amortized unless it is determined that they have become impaired.

Acquired technology, representing the excess of the cost over the values attributed to the underlying net assets of the acquired
shares of Points.com Inc. (Note 13), will be amortized on a straight-line basis over a period of three years.

if the Corporation determines that there is permanent impairment in the value of the unamortized portion of the intangible
assets, and future earnings will not be realized as projected, an appropriate amount of unamortized balance of intangible assets
will be charged to income as an "impairment charge” at that time.

Long-term investments

Investments in shares of companies over which the Corporation exercises significant influence are accounted for using the

equity method.

Investments in shares of companies over which the Corporation does not exercise significant influence are accounted for using

the cost basis.

The Corporation reviews all of its long-term investments regularly and provides for any decline, other than a temporary decline,

in the value of the investment to the estimated net recoverable amount.
Deferred finance charges

Charges incurred in respect of certain financings are deferred and charged to income on a straight-line basis over three years.

Deferred finance charges represent legal and other related fees incurred to obtain the financing described in Notes 7 and 8.
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n)

Stock-based compensation

Effective January 1, 2002, the Corporation adopted Section 3870 ("Stock-Based Compensation and Other Stock-Based
Payments”) of the C.I.C.A. Handbook. As permitted by Section 3870, the Corporation has applied this change prospectively
for new awards granted on or after January 1, 2002. In periods prior to January 1, 2002, the Corporation recognized no

compensation when stock options or warrants were issued to employees or non-employees.

Employees

~ The Corporation has chosen to recognize no compensation-when stock options are granted to employees and directors

under stock option plans with no cash settlement features. Pro-forma net income and earnings per share, as if the fair value

based accounting method had been-used to account for stock-based compensation cost, are provided.
Non-employees

For stock-based compensation issued to non-employees, the Corporation recognizes an asset or expense based on the fair

value of the equity instrument issued.

CASH AND CASH EQUIVALENTS

Cash equivalents include cash held at the company’s bank, invested through an interest rate agreement earning prime rate less

225 basis points for Canadian funds and 80% of the U.S. T-Bili rate for U.S. funds, and cash held by the third party credit

processor. Cash equivalents also include investments in short- and mid-term bonds maturing on various dates. The investments

could be liquidated at any time at the option of the Corporation with no loss in value.

LONG-TERM INVESTMENTS

The Corporation's investment that is not consolidated in the attached financial statements is:

2003 2002
(i) ThinApse Corporation
- 12% interest (fully diluted), cost basis

Shares at cost $ 161,629 $ 161,629

The share component of this investment has options and warrants attached. No value has been assigned to these options and

warrants or any other interest attached to the long-term investment.




5.

Accumulated Net Carrying
Cost Amortization Amount

251,998 $ 127,130 $ 124,868

398,316 191,822 206,494
411,951 306,189 105,762
958,446 934,664 23,782
3,033,818 3,033,818 -
197,875 145,059 52,817

$ 5,252,406 $ 4,738,683 $ 513,723

Accumulated Net Carrying
Cost Amortization Amount

237,277 $ 97,753 $ 139,523

236,098 138,086 98,012
330,431 196,131 134,300
948,372 631,011 317,361
2,969,694 1,979,796 989,898
191,804 106,700 85,104

$ 4,913,676 $ 3,149,477 $ 1,764,199

ginally acquired under capital lease with a cost of $3,033,818 (2002 -
(2002 - $989,898) were recorded on these assets.

Accumulated Net Carrying
Cost Amortization Amount

150,000 3 100,000 $ 50,000
335,439 - 335,439

2,258,603 1,323,351 935,253

$ 2,744,042 $ 1,423,351 $ 1,320,692




Accumulated Net Carrying

2002 Cost Amortization Amount
Public status $ 150,000 $ 100,000 $ 50,000
Patents and trademarks 205,086 - 205,086
Acquired technology 2,258,603 567,150 1,691,453

$ 2613689 $§ 667,150 $ 1,946,539

CONVERTIBLE DEBENTURE

On March 15, 2001 the Corporation issued to CIBC Capital Partners, a division of Canadian Imperial Bank of Commerce, an 11%
$6 million senior secured convertible debenture (the "CIBC Debenture™), which debenture was amended and restated as of
February 8, 2002 in connection with the reorganization of the Corporation effected on that date. The CIBC Debenture was
subsequently amended on April 11, 2003 in connection with the issuance to Points Investments, Inc., an unrelated entity, of the
Series Two Preferred Share and a Commion Share purchase warrant (the "Pll Warrant"). The CIBC Debenture is not convertible

while the PIl Warrant, as described in Note 8, is outstanding.

On December 16, 2003, CIBC Capital Partners extended the CIBC Debenture’s maturity date, by one year, to March 15, 2005.
An additional three one-year extensions at the option of CIBC Capital Partners are available. The Corporation is not entitled to
pre-pay the CIBC Debenture other than in connection with a change in control of the Corporation upon the exercise in full of the
Pl Warrant (in which circumstances payment of accrued interest is waived). In the event that the Pl Warrant ceases to be held
by InterActiveCorp or an affiliate thereof, the $6,000,000 principal amount of the CIBC Debenture will be convertible at the option
of CIBC Capital Partners into 18,908,070 Common Shares and accrued interest on any principal amount so converted ceases to
be payable. The CIBC Debenture will automatically convert into Common Shares immediately preceding any one of (i) the sale
of all outstanding Common Shares for a price per share of at least $1.26928, (i) the sale of all or substantially all of the assets
of the Corporation yielding net proceeds per Common Share (after giving effect to the conversion of the CIBC Debenture) of at
least $1.26928, and (iii) a public offering of Common Shares raising at least $30 million at an issue price per share of at least
$1.26928 where the Corporation has a pre-offering equity value of at least $175 million and the Common Shares are listed on
the Toronto Stock Exchange.

The CIBC Debenture contains negative covenants in favour of CIBC Capital Partners such that CIBC Capital Partners' consent
is required for, among other things, (i) the sale by the Corporation of all or substantially all of its assets, (ii) any transaction to
reorganize the Corporation’s capital structure or merge with another person, (i} certain sales of treasury stock at a price per

share of less than $0.40, (iv) the payment of dividends or distributions on share capital or the purchase or redemption of
outstanding securities, (v) amendments to the articles or by-laws of the Corporation and (vi) material changes to the business of

the Corporation.
CONVERTIBLE PREFERRED SHARES
a) Series One Preferred Share

The Series One Preferred Share was created by Articles of Amendment dated December 20, 2001 and was issued on
February 8, 2002.

The Series One Preferred Share is non-voting and not entitled to dividends other than as set out below.

Q
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The holder of the Series Two Preferred Share has the right, exercisable at any time prior to 5:00 p.m. (Eastern Standard
Time) on March 31, 2013, to convert the Series Two Preferred Share, for no additional consideration, into 20,323,561

Common Shares (as at February 20, 2004), subject to anti-dilution adjustment (the "Underlying Shares”).

In addition, the Series Two Preferred Share benefits from anti-dilution for the issuance of any Common Shares or securities
convertible into Common Shares of the Corporation after April 11, 2003 other than any issuance of Common Shares in

connection with convertible instruments outstanding on March 21, 2003.

The Series Two Preferred Share will automatically convert into one Series Three Preferred Share on the earlier of the date
that (i) the Series Two Preferred Share is directly or indirectly transferred to a person that is not an affiliate of InterActiveCorp,

and (ii) the holder of the Series Two Preferred Share ceases to be an affiliate of InterActiveCorp.

Unless a notice of conversion has been delivered, the Corporation will redeem the Series Two Preferred Share upon the
earlier of (i) March 31, 2013 and (ii) the third business day following a "Change of Control” of the Corporation. For this
purpose, a "Change of Control" of the Corporation will be deemed to have occurred if, before the expiry of the Pl Warrant
(Note 7), any combination of a person (other than the holder of the Series Two Preferred Share), its affiliates or associates
and persons acting jointly or in concert with any of them becomes the beneficial owner of shares of the Corporation sufficient

to elect a majority of the Board of Directors.

In the event of redemption on March 31, 2013, the amount payable will equal the greater of (i) the subscription price of the
Series Two Preferred Share plus a return on that subscription price equal to 7% per annum, calculated from the date of issue
of the Series Two Preferred Share to the date on which the Series Two Preferred Share is redeemed and (i} the market value
of the Common Shares into which the Series Two Preferred Share may then be converted. In the event of redemption on a
Change of Control, the amount payable on redemption will equal the greater of (i) 125% of the amount specified in clause
(i) of the preceding sentence and (i) the greater of (A} the value of the Common Shares into which the Series Two Preferred
Share then could be converted on the day immediately prior to public announcement of the Change of Control and (B) the
product of the Common Shares into which the Series Two Preferred Share then could be converted and the fair market value

of the consideration paid per Common Share in the transaction resuiting in the Change of Control.

In the event of the liquidation, dissolution or winding-up of the Corporation or other distribution of assets of the Corporation
among its shareholders for the purpose of winding up its affairs, the holder of the Series Two Preferred Share will be entitled
to receive from the assets of the Corporation an amount equal to the greater of (i) the subscription price of the Series Two
Preferred Share plus a return on that subscription price equal to 7% per annum, calculated on a daily basis from the date of
issue of the Series Two Preferred Share to the date on which the liquidation event occurred and (ji) the product of the number
of Underlying Shares and the per share amount to be distributed to the holders of the Common Shares upon the liguidation
event after giving effect to any payments to be paid on the Series Two Preferred Share and any other shares (other than the

Series Two Preferred Share) ranking prior to the Common Shares upon the liquidation event.

The Series Two Preferred Share ranks equally with the Series One Preferred Share and Series Three Preferred Share and

in priority to the Common Shares.
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e Corporation sufficient to elect a majority of the Board of Directors.

he amount payable will equal the subscription price of the Series Two
price equal to 7% per annum, calculated from the date of issue of the

ate on which the Series Three Preferred Share is redeemed. In the event

the assets of the Corporation an amount equal to the subscription price
n that subscription price equal to 7% per annum, calculated on a daily

ateo ssUeic‘}f; tﬁe‘ e'ri,eis Three Preferred Share to the date on which the liquidation event occurred.

h the Series One Preferred Share and Series Two Preferred Share and

AN . . .
. nfvertlb!e into one common share and one half of one Series B common

n-voting, convertible into one common share



Issued

The balance of capital stock is summarized as follows:

2002

2003
Common shares $ 17,728,459 3 14,361,032
Series One preference share 1 1
Series Two preference share : 1 -
$ 17,728,461 $ 14,361,033
Common shares Number Amounts
Balance January 1, 2002 32,812,712 3 9,532,173
Issued on acquisition of Points.com Inc. shares (i) 7,536,160 1,884,040
Issued in exchange for consuiting services (i) 1,187,290 151,379
Issued in private placement (iii) 12,000,000 3,000,000
Issued on exercise of options 99,155 2,178

Issued in exchange for services (iv)

Less: share issue costs

Balance December 31, 2002
Issued on exercise of warrants (v)

Issued on exercise of stock options (vi)

Issued on exchange for property (shares in subsidiary) (vii)

Issued in exchange for property (viii)

Less: share issue costs

Balance December 31, 2003

Series One Preference Shares

861,000

54,496,317

54,496,317
3,139,943
446,773
2,329,954
2,196,635

62,609,622

62,609,622

Number

215,000

14,784,770

423,738

14,361,032
1,001,869
122,975
13,961

2,240,568

17,739,405

10,944

$17,728,461

Amounts

Issued on restructuring of

convertible debenture (Note 8)




Number Amounts

-~ Seriés Two Preferred Sharg %+

Issued- on-restructuring

62,500.

sued in connection with restructuring and acguisition of the interest in

ing firm were exercised at $0.28 per share.

directors, advisors and consultants were exercised at prices ranging from

rket value.

partner for warrants to acquire 1,055,328 common shares of subsidiary

warrants exercisable to acquire 3,771,927 common shares of subsidiary

.

03 commercial agreements, including a long-term extension to the contract

ich employees, directors and consultants are periodically granted stock

ss than the market price of the share on the day of grant. The options vest

he grant date
2003 2002
8,030,424 7,559,496
(1,565,523) {1,118,750)
6,464,901 6,440,746
(5,598,127) {5,131,900)

Options Available to Grant 866,774 1,308,846



b)

Stock options
2002 2001
Weighted Weighted
Number of Average Number of Average
Options Exercise Price Options Exercise Price
Beginning of year 5,131,900 $ 0.43 4,248,400 $ 0.52
Granted 1,322,000 0.88 1,553,357 0.27
Exercised (446,773) 0.28 - -
Forfeited (409,000) 0.88 (669,857) 0.66
End of year 5,508,127 $ 0.51 5,131,900 $ 0.43
Exercisable at end of year 3,937,228 $ 0.41 3,555,176 $ 047
Options outstanding Options exercisable
Weighted
average
remaining Weighted Weighted
Number of contractual life average Number of average
Range of exercise prices options (years) exercise price options exercise price
$0.01 to $0.49 2,015,477 2.31 $ 0.39 1,511,775 $ 0.23
$0.50 to $0.99 2,750,650 1.56 0.53 2,425,453 0.51
$1.00 and over 832,000 4.89 1.1 - -

Subsequent-to year-end, as described in Note 22, 583,250 options were exercised.




- Stock options of Points,

", In_ addition to the stod Points.com Inc., the Corporation's indirect wholly-owned subsidiary,

up‘rev'i“ovuély issued and,ith tock options. The options outstanding are as follows:

2003 2002
Weighted Weighted
Number of Average Number of Average
Options Exercise Price Options Exercise Price
4,077,781 $ 0.03 4,868,238 $ 0.49
(930,529) 0.02 (39,600) 0.06
(32,200) 0.06 (750,857) 2.91
3,115,052 $ 0.04 4,077,781 $ 0.03
3,115,052 $ 0.04 3,361,617 $ 0.03
ptions outstanding Options exercisable
Weighted
average
remaining Weighted Weighted
contractual life average Number of average
(years) exercise price options exercise price
1.31 $ 0.04 3,115,052 $ 0.04

es at or below $0.055 per share) have been granted the right to put to

nc. acquired on the exercise of such options for common shares in the



d) Warrants

2003 2002
Weighted Weighted
Number of Average Number of Average
Options Exercise Price Options Exercise Price
Beginning of year 7,056,116 $ 0.25 - $ -
Granted 76,348,559 0.97 7,056,116 0.25
Exercised (3,139,943) 0.25 - -
Forfeited (833,333) 0.25 - -
End of year 79,431,399 $ 0.94 7,056,116 $ 0.25
Exercisable at end of year 79,428,899 $ 0.94 6,036,116 $ 0.25
Warrants outstanding Warrants exercisable
Weighted
average
remaining Weighted Weighted
Number of contractual life average Number of average
Range of exercise prices options (years) exercise price options exercise price
$0.20 to $0.49 3,082,840 1.19 $ 0.25 3,080,340 $ 0.25
$0.50 to $0.99 76,348,559 2.28 0.97 76,348,559 0.97

Subsequent to year-end, as described in Note 22, 285,223 warrants were exercised.
Warrants of Points.com Inc.

On September 5, 2003 the Corporation acquired warrants and warrant acquisition rights exercisable to acquire 4,827,255
common shares in the Corporation's indirect wholly-owned subsidiary Points.com Inc. from an airline partner, as described
in Note 9 (viii).

In addition to the warrants and warrant acquisition rights acquired by the Corporation, Points.com Inc. has issued or
committed to issue an additional 4,103,378 warrants to airline partners with expiry dates between March 28, 2006 and April

1, 2007. Each warrant entitles the holder to acquire one common share of Points.com Inc. with an exercise price of US$1.96.

The exercise of these warrants would dilute the Corporation’s interest in Points.com Inc. by 11%.
Fair value

The weighted-average grant-date fair value of stock options granted to employees and directors during 2003 has been
estimated to range from $0.21 to $1.08 (2002 - $0.06) using the Black-Scholes option-pricing model. For purposes of pro-
forma disclosures, the estimated fair value of the options granted after January 1, 2002 is amortized to expense over the
options' vesting periods. The Corporation's pro-forma net loss under Canadian generally accepted accounting principles
would be increased by $106,603 (2002 - $27,394) for the year ended December 31, 2003. Loss per share figures would not




éighted average number of common shares outstanding for the year that

omputed, as the effect would be anti-dilutive.

s are as follows:

2003 2002
$  (736,738) $  (165452)
(167,854) (86,468)
169,643 531,352
1,509,015 6,849,766

$ 774,066 $ 7,130,198

ty.eurrency from a partner as reimbursement of a portion of the partner's direct

i



(v) Interest of $853,872 was accrued on the convertible debenture (Note 7).

(vi) Interest on $624,478 was accrued on the Series Two Preferred Share (Note 8 (b)).
(vii) The company issued share capital of $211,851 on the exercise of warrants.
Non-cash transactions in 2002 were as follows:

{vii) Shares of Points.com Inc. were acquired in exchange for shares of the Corporation valued at $1,821,540 and warrants
valued at $331,512. Fees associated with this transaction valued at $100,325 were also settled in exchange for. shares and
warrants (Note 9 (i)(iv)and Note 13).

{ix) Consulting fees of $151,379 were paid by the issuance of shares (Note 9 (ii}).

(x) Share issue costs were paid by the issuance of warrants with a fair value of $53,476 and advertising costs were paid by

the issuance of warrants with a fair value of $2,775 (Note 10 (f)).

(xi) Marketing services of $62,500 were paid by the issuance of shares and are being expensed over a one-year period
(Note 9 (iv)).

(xii) Other accounts payable of $152,500 were settled with shares of the Corporation (Note 9 (iv)).

(xiii) $31,315 of miles, received in exchange for hosting services provided, were valued at the purchase price of the miles.

These were recognized as a charge to prepaid expenses and included in revenue. The expense will be recognized as the

miles are used.
(xiv) Interest of $660,000 was accrued on the convertible debenture (Note 7).

¢) Cash and short-term investments consist of:

2003 2002
Cash (Note 3) $ 9,046,701 $ 3,845,470
Short-term investments (Note 3) 9,627,468 2,193,891
Cash held by credit card processor 1,600,667 1,302,339

$ 20,274,836 $ 7,341,700

13. ACQUISITIONS
Acquisition of Points.com iInc.

On February 8, 2002, the Corporation completed a restructuring in which it acquired the 5% interest in Points.com Inc. it did not
already own and discontinued all of its other operations (Note 19). To acquire the remaining common and Class C shares and
outstanding broker warrants of Points.com Inc., the Corporation issued 7,286,160 common shares, valued at $1,821,540 (Note

9(i)) and 4,446,453 share purchase warrants with an exercise price of $0.25, valued at $331,512 (Note 10 (f)).

595,667 common share purchase warrants with an exercise price of $0.25, valued at $37,825, were issued to acquire existing
warrants of Points.com Inc. 250,000 common shares, valued at $62,500, were issued to the debenture holder, described in Note

g (iv), in consideration for the restructuring. Legal fees of $139,750 were incurred with respect to the restructuring.

The total consideration paid in respect of this transaction was $2,393,127. $134,524 was allocated to non-controlling interests

with the excess, $2,258,603, allocated to the cost of acquired technology (Note 6).




14.FINANCIAL INSTRUMENTS

o The Corporation's significant fi es are cash, short-term investments and convertible loans, which are

ies and security affecting the currency, interest and credit risk of the

sclosed in Notes 3 and 7.

unt which would be computed by applying the Canadian federal income

he reasons for these differences are as follows:

2003 2002
$  (2,450,000) $  (3,017,000)
1,323,531 567,000
1,126,649 2,450,000
$ - $ ]

for income tax purposes in the amount of $19,701,019, which may be

es may be used to reduce future years' taxable income and expire

179,000
604,000
2,662,000
6,659,000
5,729,000
3,868,000

2003 2002
$  7.608,000 $ 6,114,000
1,468,000 964,000
499,000 492,000
9,575,000 7,570,000
(8,985,000) (6,980,000)

$ 590,000 $ 590,000




16.

17.

18.

19.

RELATED PARTY TRANSACTIONS
The following are the transactions and balances with related parties:

a) Prepaids and sundry assets include a loan of $25,000 (2002 - $50,000) plus accrued interest due from a director of the

Corporation.

b) In fiscal 2003, certain officers and directors exercised stock options in the Corporation and the Corporation’s subsidiary

Points.com Inc. (Note 9 (vi) and Note 9 (vii)).

COMMITMENTS

The Corporation is obligated under various operating leases for premises, purchase commitments and equipment and service

agreements for web hosting services expiring through 2008 to aggregate annual rentals as follows:

2004 $ 1,675,802
2005 $ 1,185,133
2006 $ 1,421,019
2007 $ 1,761,390
2008 $ 406,739
2009 $ 11,287

SEGMENTED INFORMATION

a) Reportable segments

The Corporation has only one operating segment, the portfolio of technology solutions to the loyalty program industry (refer
to the Management Discussion and Analysis for a description of Points Solutions, the Points Exchange and Points’ Private
Branded Solutions), in each of 2003 and 2002 whose operating results were regularly reviewed by the Corporation's chief

operating decision maker and for which complete and discrete financial information is available.
b) Enterprise-wide disclosures - Geographic information

$5,391,735 (2002 - $1,931,723) of the Corporation's revenues were generated in the U.S., $466,969 were generated in

Canada and the remaining revenues generated outside North America.
At December 31, 2003 and 2002, substantially all of the Corporation's assets were in Canada.
DISCONTINUED OPERATIONS

During the fourth quarter of the year ended December 31, 2001, the Corporation adopted a formal plan of disposal of Exclamation
Europe S.A., ThinOffice Inc. and Exponential Entertainment Inc. On February 25, 2002, as part of the restructuring, the

Corporation signed an agreement to dispose of its interest in Bigtree.com Ltd.

Prior to December 31, 2001, the Corporation sold its entire interest in Exclamation Europe S.A. to a shareholder and director of

the Corporation for $2.

In 2002, the Corporation sold its entire interest in ThinOffice Inc. to an employee of ThinOffice Inc. for $2 and an option to acquire

15% of ThinOffice Inc. No value has been assigned to this option.

The Corporation still owns the shares of Exponential Entertainment Inc. but the entity has ceased all operations.




ither fiscal 2002 or fiscal 2001, with the exception of ThinOffice Inc., which

follows:
2003 2002
$ - $ 110,730
- 5,000

$ - $ 115,730

rises from fluctuations in interest rates as all of its interest-bearing

‘sufficient foreign currency to satisfy its foreign currency based obfigations.

The fair value of the majority of the Corporation’s financial assets and
mber 31, 2003. in these circumstances, the fair value of the assets or

"r?narket value.

n time, based on relevant market information and information about the
i
fé in nature and involve uncertainties and matters of significant judgment

Changes in assumptions could significantly affect estimates.

ation, their carrying values and exposure to U.S. dollar denominated

2003 are as follows:

C$ Total US$ Denominated
$20,274,836 US$6,938,320
1,004,370 497,723
1,187,598 275,521

10,455,646 7,067,550




21.

22.

23.

24,

ECONOMIC DEPENDENCE

Approximately 61% (2002.- 77%) of the Corporation's revenues are from its two largest customers. In addition, 58% (2002 - 91%)

- of the Corporation's deposits are due to these two customers.

SUBSEQUENT EVENTS

a) Subsequent to year-end, 583,250 options in the Corporation were exercised at a weighted average exercise price of $0.20
- per share (Note 10(b)).

b) Also subsequent to year-end, 63,901 options in Points.com Inc. were exercised at a weighted average exercise price of

$0.002 per share and put to the Corporation for 160,003 common shares (Note 10(c)).

¢) Subsequent to year-end, the Corporation acquired substantially all of the assets of MilePoint, Inc., an unrelated entity in a
similar line of business, in consideration for a combination of cash and Common Shares. Certain expenses incurred in 2003,
totaling approximately $57,000, related to the transaction, have been classified as deferred costs and will be included as part

of the costs of acquisition in 2004.
DEFERRED COSTS

Charges incurred in respect of certain financings are deferred and charged to income on a straight-line basis over an applicable

time period. Deferred finance charges represent legal, accounting and other related fees incurred to obtain the financings.

Accumulated Net Carrying
2003 Cost Amortization Amount
Convertible Debenture $ 986289 $§ 904,098 ¢ 82,191
Series Two Preferred Share and Warrant 717,050 53,779 663,271
MilePoint Acguisition & Other 82,158 - 82,158
Share Issuance to Partner 2,112,568 149,372 1,963,196

$ 4,026,064 $ 1,107,249 $ 2,790,816

Accumulated Net Carrying
2002 Cost Amortization Amount
Convertible Debenture $ 986,289 $ 575,335 $ 410,954

$ 986,289 $ 575,335 $ 410,954

COMPARATIVE FIGURES

Certain of the comparative figures have been reclassified in accordance with the current year's presentation.
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